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ORGANIZATIONS AND THE ENVIRONMENT:
BEHAVIORAL EFFECT ON ACCOUNTING
The author examines the effect on accounting and accountants of the changing
public attitude towards preserving the environment.
Dr. Clark E. Chastain
Flint, Michigan

The behavioral relationship between ac
counting development and social demands is
illustrated most clearly today by the attention
given to controlling the environmental effects
of organizations.1 The current change in be
havior and attitude on the part of business
management toward social responsibility is
significant. In the past, maintaining the envi
ronment at a desired social level has been con
sidered a public cost, not a private one. This
philosophy is changing—because of government
regulation, changing values held by the public
in general, and, in part, voluntary effort by
firms. Two authors have urged that pollution
control costs should be reported in the financial
statements of organizations because of social
cost conversion:

Accounting as an organized profession has
the responsibility to transcend the internal
viewpoint of a private firm and to develop
information which portrays a private firm’s
role in and contribution to society. Ac
counting information should lead to deci
sions that result in the efficient utilization
of resources, the conservation of the envi
ronment and the equitable allocation of
business income.2

users of financial statements—management, sup
pliers, taxing authorities, employees, and cus
tomers—need financial data on environmental
problems to understand and evaluate the re
ported information. Indirect users who often
require environmental effects data from orga
nizations include financial analysts, stock ex
changes, lawyers, regulatory authorities,
financial reporting agencies, trade associations,
and labor unions.
Almost every social segment or group in
society is asking for ecological information.
The audience includes schools, churches, social
and charitable organizations, housewives,
minority and disadvantaged groups, politicians,
students, environmental control officials, and
others. Some of the information needs in
clude:3
a. The firm’s choice of television shows and
reasons for its sponsorship
b. Pollution control programs and expense
c. Smog prevention programs and expense
d. Water purification research costs
e. Cost of programs oriented to the disad
vantaged
f. Cost of developing antipollution devices
g. Expenses of employee education
h. The firm’s pollution emissions and its
control program
i.
Violations of pollution laws

The spread of interest in improving and
maintaining the environment is widening the
audience for accounting information. Direct
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Needs for Environmental Effects
Information

cial results which make it appear less successful
by contrast.

Stockholders and potential investors require
information on pollution, compliance require
ments, and abatement so that they may make
comparisons among organizations and indus
tries. Environmental control officers at all
government levels—community, municipal,
county, state, and federal—have specific needs
for information on environmental effects. Cred
itors, including bankers, are vitally interested
in environmental information which may affect
the organization’s liquidity or its ability to
service and repay debt.
The pressures that are being placed by
investors on organizations for social improve
ment and for accounting to disclose this in
formation are evident from a quotation of the
Dreyfus Fund:

Significance of Environmental Effects
Information

The Management of the Fund believes that
investment by the private sector can be
come a positive force to encourage social
progress in America. The Fund will invest
in companies which, in the opinion of the
Fund’s Management, not only meet tra
ditional investment standards, but also
show evidence in the conduct of their busi
ness, relative to other companies in the
same industry or industries, of contributing
to the enhancement of the quality of life
in America as the nation approaches the
Third Century of its existence.4
The needs of other statement users for in
formation on environmental effects are similar
to the needs of investors. Regulatory agencies
and officers need such information as a reflec
tion of the status of statutory compliance and
an indication of the related economic costs.
There is a need for complete disclosure of
pollution data so that financial statements will
be comparable between firms and industries.
Some companies are controlling pollution at
the legally required and acceptable level or
even higher, while other firms are largely ig
noring current requirements. In addition, some
firms and some industries pollute the environ
ment much more than others. Thus financial
data vary by organization, by industry, and by
location.
Unfortunately, traditional reporting which is
largely exclusive of complete environmental
effects information often shows the firm which
is most polluting and exploiting its environ
ment as most successful. Such a firm may have
a minimal or no pollution abatement program.
The firm which is conscientious in its pollution
abatement programs may show lower net in
come, lower working capital, and other finan

The social costs of preserving the environ
ment are important and increasing. Goldman
estimates that the annual operating costs alone
of pollution control will run from 1 to 2 per
cent of gross national product and 10 per cent
of total expenditures for some companies.5
Another observer estimated that pollution
control expenditures by industrial firms would
run from 3 to 5 per cent of total capital invest
ment of $70 billion, or up to a maximum of
$3.5 billion, in 1971.6 For 1972-76, capital
spending on abatement of pollution of air and
water is expected to run close to $20 billion.7
For the steel industry, spending for pollution
control has been reported to run as high as
25 per cent of total capital investment.8
These data indicate the relative importance
and size of expeditures on environmental con
trol; there is a strong need for their disclosure
in financial statements.
Impact on Accounting

The recognition of environmental financial
data is affecting all areas of accounting. Uni
form financial reporting requires that complete
accrual accounting for assets, costs, expenses,
and liabilities be adopted.9
There are several reasons why independent
public accountants are under pressure to ex
tend their audit programs and procedures and
to attest to environmental information. One,
society and business are moving toward general
acceptance of the philosophy that costs of con
serving the environment are private production
costs of the organization; the traditional view
that they are social public costs is becoming
obsolete. Two, accounting has evolved to its
present status as a profession because it has
met the need to measure and communicate
financial information to society. In order to
continue receiving professional endorsement
from society accounting must communicate
information on ecology to interested parties.
Three, legal requirements regarding pollution
compliance cover areas of prime importance to
the financial statements. It is probable that
within a short time reporting of environmental
information will be part of generally accepted
auditing procedures and accounting practices.
Public accountants, in their management
services and advisory role in businesses, have
new challenges for helping management cope
with accounting and financial problems—espe
cially internal and regulatory—which arise from
environmental standards. Among needed ser
vices are: (1) consultation on compliance with
6

environmental standards, design of environ
mental information systems, cost and operation
analyses of different methods of pollution
abatement, cost and expense projections for
alternative abatement programs, projections
about the effects on pricing decisions, prepara
tion of data for interim and long-term financ
ing, and pro-forma statements; (2) forecasts
and budgets which include pollution outlays,
expenses, and cash flow; and (3) the presenta
tion of expert testimony to environmental con
trol officials and for cases in litigation.
The solution of environmental problems
requires the help of all professional disciplines.
Organizations need the multi-faceted skills,
experience, and background of accountants in
management services to cope with the current
complex problems in environmental control.
Society is demanding ever more urgently that
accountants share their contribution with other
professional disciplines in order to solve other
difficult and social and economic problems as
well. Commenting recently on the issue, Elmer
B. Staats observed that accountants will need
to work with “scientists, computer analysts,
engineers, medical practitioners, systems ana
lysts, mathematicians, economists, sociologists,
statisticians, actuaries, and the like” in the
70s.10
Managerial accountants are concerned with
many of the problems already referred to,
especially those relating to the preparation of
the financial statements and various studies
and costs dealing with environmental control.
Environmental costs which formerly were
social costs must be incorporated in actual
product costs, standard costs, budgets, and
forecasts, and they must be considered in cost
studies for new plant locations.
Accountants must be able to determine the
costs involved in achieving various levels of
environmental compliance, especially the re
quired level, and to compute these costs for
different technical methods of complying. Con
trol costs must be determined for various
possible levels of cost-profit-volume. Costs
associated with irresponsible managerial action
or noncompliance—penalties, fines, property
damage, litigation, shutdowns, and excessive
production costs—should probably be ac
counted for as losses and not as production
costs.
Current and Future Status of Reporting

Most companies are currently reporting
descriptive data on environmental effects, but
almost all of them include the information in
the president’s letter to stockholders or in the
body of the annual report. A very small minor
ity discloses such information separately in
the financial statements or in the footnotes and

supplementary data to the statements.11 Con
sequently the independent certified public ac
countant is not attesting to the data in most
reports.
In those cases where the information is dis
closed in the financial statements, most dis
closures are of contingent liabilities related to
complying with regulatory environmental stan
dards, and very few are made separately or
formally. For example, the International Paper
Company in 1970 reported earnings before
extraordinary items of $82.5 million and then
deducted an extraordinary item of $39.6 mil
lion (net of applicable income tax). This
extraordinary item was in part for losses on the
expected abandonment of facilities which
management believed could not be brought up
economically to environmental standards.
A significant shift toward reporting environ
mental data in the financial statements is ex
pected. The Securities and Exchange Commis
sion now requires disclosure of environmental
information which “may necessitate significant
capital outlays, may materially effect the earn
ing power of the business, or cause material
changes in registrant’s business done or in
tended to be done.”12 There also appears to be
strong pressure from users for full and separate
disclosure of such data as well as for other
predictive information. These pressures will
bring about significant changes in the current
reporting model used in financial accounting.
Extension of the Accounting Model

Society is having a strong behavioral effect
on organizations through the enactment of en
vironmental standards. Costly efforts to main
tain the environment, which were once left to
social, community, or governmental units or
were ignored completely, are becoming private
production costs of organizations. Approval of
this development has been voiced by President
Nixon: “To the extent possible, the price of
goods should be made to include the cost of
producing and disposing of them without
damaging the environment.”13 Society is plac
ing pressure on organizations through allocat
ing its investment resources to those which
are socially conscious and committed to im
proving the quality of life, and users of finan
cial statements want to obtain information
which improves their prediction of the success
of a firm. Today some investors rank social
awareness along with economic achievement
as a major standard of a firm’s performance.
The social data being demanded include
descriptive information and, where appropri
ate, quantitative disclosure of the firm’s efforts
in environmental control, desirable use of
natural resources, health and safety of indus
trial employees, protection of the consumer,
7

upgrading of product quality, and the lack of
discrimination among all groups in employ
ment. This new emphasis on an organization’s
activities to improve the quality of life leads
to measurement and disclosure problems which
will probably fall to the accountant and will
probably also require an extension of the cur
rent reporting model.
Corcoran and Leininger have proposed that
the extended model include an “Environmental
Exchange Report,”14 a statement which would
include input and output data on the human,
physical, and financial resources which the
firm used for and committed to improving en
vironmental quality. Human resource data
would include provisions for health, welfare,
safety, and the meeting of individual goals in
the organization. Physical resources would be
listed by inputs and exchange outputs, includ
ing air, water, and raw materials, and the
description of the physical products marketed
would include their effect on the environment.
Environmental factors would be described in
significant detail under their plan. The ex
change of financial resources for environmental
purposes could be incorporated in the state
ment of Changes in Financial Position (Funds
Statement) but separately disclosed.
Conclusion

Many questions arise regarding the extension
of the present accounting model. What will be
its scope in disclosing prospective data? Will a
separate statement evolve for environmental
resources and activities or will present state
ments be changed to afford broader disclosure
of resources and commitment to the overall
improvement of society or of the quality of
life? How much of this will the accountant be
responsible for, and will the independent
auditor attest to some or all of these evolving
items?
Society’s pressures on organizations to im
prove the quality of life and to communicate
related efforts to statement users place the
behavioral relationship between society and
accounting under stress today. The stress is
strong enough to change the relationship, af

fecting the activities of accounting today and
influencing its future direction as well.
It seems most likely that the accounting
profession will handle these new demands
adequately by extending its services and its
traditional model of communication. As a result
accounting itself will progress through further
significant development.
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